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Les Manderscheid and Robert Myers 
 
The year 2008 opened with great uncertainty about general economic conditions 
and the direction of the economy.  Unemployment is increasing, job creation has slowed, 
and housing prices are in freefall.  Defaults on subprime mortgages have escalated into 
huge losses for major lenders, new housing starts have stalled, and there is evidence that 
consumer spending has slowed considerably. At the same time, both consumer and 
producer prices are reported to be escalating, particularly food and energy prices -- good 
news for commodity and energy producers but bad news for consumers.  Part of the 
increase in food prices has been attributed to the rise in ethanol production which has 
diverted corn away from traditional uses. The Federal deficit is also increasing rapidly 
due to spending to support war efforts in Iraq and Afghanistan. The deficit may increase 
further if the fiscal stimulus package currently making its way through the Senate is 
enacted, as appears likely. All of this bad news and uncertainty has caused havoc in the 
stock market with a marked increase in volatility and January declines of almost 10%.  
 
Given this economic climate, it is not surprising that economic growth appears to 
have stalled. The Gross Domestic Product grew by at an annual rate of just 0.6% in the 
fourth quarter of 2007 and for the full year the growth rate was 2.2%. Most forecasts for 
the beginning of 2008 call for continued slowdown, if not a recession (negative growth), 
with things improving slowly in the second half of the year. Inflation is also a rising 
concern. Gold investments are often fueled by the expectation of inflation and fears of a 
stock market sell-off. So the large upward movement in gold prices, similar to that of the 
late 1970’s and early 1980’s, is being seen as a possible indicator of future inflation. 
 
The bright spot for borrowers is that interest rates have fallen and appear likely to 
fall further. The Federal Reserve Bank lowered short-term interest rates twice in January 
by a total of one and a quarter points.  An economic stimulus package has also been 
developed that passed the House and is now being considered in the Senate. Most 
economists believe that the interest rate cuts and an economic stimulus package reduce 
the likelihood of a recession and will also reduce the severity of a recession should one 
happen.  
 
The path of the Michigan economy is more predicable. Michigan has been in a 
period of recession or slow growth since 2000, with ongoing job losses and labor 
migration out of the state.  For many years the auto industry has been the driving force in 
Michigan, driving employment both up and down.  At the same time, information 
technology firms in the Lansing area have job openings where they can’t find qualified 
candidates to fit their job needs. 
 
  Development of new competitive factories in Michigan means reduction in the 
work force AND higher skills required for remaining workers. The good news is that the 
new labor contracts between the “big three” and the “UAW” suggest that the massive 
labor adjustments of 2008 may be the last large layoffs and buyouts to affect the 
Michigan economy. This, combined with further diversification of the Michigan   2
economy, suggests a turnaround in late 2008 and 2009.  Education and retraining to 
upgrade skill sets will continue to be required to meet skills needed for modern labor 
force participation. Agriculture is one bright spot in the Michigan economy.  Increases in 
commodity demand and prices have increased returns in farming dramatically compared 
to historical norms. The longevity of this performance will depend on the future direction 




While the commodity price outlook appears favorable for 2008, the cost of some 
inputs could have a major effect on the farm income outlook in the coming year. Inputs 
related to the cost of oil, inputs that are in high demand, and the cost of credit could have 




An increase in acreage planted, which increased the demand for fertilizer, coupled 
with a decline in the value of the U.S. dollar, has led to dramatic increases in fertilizer 
prices in the past year.  Also, supplies of fertilizer are becoming more constrained as 
demand exceeds supply. The potential for shortages of fertilizer could exist if there is an 
early spring.   
 
In late January, phosphate prices were in the $700 per ton range, with the 
potential for another $60 to $80 per ton prince increase. Wholesale potash prices are $450 
to $475 per ton, an increase of $200 from last year.  Nitrogen fertilizer prices have also 
increased with UAN 28% nitrogen at $375 to $400 per ton, an increase of $151 from the 
previous year, and urea prices are in the $510 to $560 per ton range, an increase of 
approximately $140 from the previous year. Despite these high prices, there is still 




Seed supplies are tight, especially for dry beans and soybeans. Roundup Ready 
Cruiser Max soybeans are selling for between $45 and $50 per 50-pound bag.  Dry bean 
seed is approximately $75 for a 50-pound bag. Triple Stacked Roundup Ready corn is 
$205 a bag, and wheat seed is selling for approximately $15 per 50-pound bag. Some 
popular varieties are sold out, and are more expensive.  These factors mean that it will be 




Fuel prices continue to rise. According to the Michigan Agricultural Statistics 
Service, diesel prices increased from $1.28 to $2.86 per gallon from 2003 to 2007, an 
increase of 123%.  Prices this spring will likely be in the $2.85 to $3.00 per gallon range.  
However, further reduction in the value of the dollar, or a disruption of global fuel 
supplies, could push the price higher. Conversely, a global economic slowdown could 
lead to lower fuel prices.  There is a great deal of uncertainty as these cross-currents are 
likely to continue affecting prices. 




Interest rates are declining at the present time, but the outlook for later in the year 
is more uncertain.  According to the Federal Reserve Bank of Chicago (which includes 
the Lower Peninsula), the average interest rates on operating loans was 8.42% in the third 
quarter of 2007, a decline of 34 basis points from the second quarter of 2006.  The 
interest on farm real estate was 7.53% in the third quarter of 2007, a decline of 32 basis 
points from the second quarter of 2006.  It should be noted that the Federal Reserve Bank 
has cut interest rates several times since September of 2007, with a large reduction in the 
middle of January 2008 and another reduction on January 30.  Interest rates are likely to 
be lower than they have been in several years, but may increase later in the year if 
concerns about inflation outweigh concerns about an economic slowdown. 
 
While interest rates are lower, it may be more difficult to secure a loan.  Concerns 
about the economy and the potential for default may make banks more wary about 
lending money to farmers with poor credit or less than desirable balance sheets. 
   5
MICHIGN FARMLAND VALUES CONTINUE TO RISE 
Eric Wittenberg and Steve Hanson  
 
Michigan farmland values continued their steady upward march in 2007 marking 
it the 20th year in a row that land values have increased.  The annual Michigan Land 
Value survey, conducted in the spring of 2007 by the Department of Agricultural, Food, 
and Resource Economics at Michigan State University, collects information on the value 
of different types of land across the state of Michigan.  The 2007 survey reported land 
values, when compared with 2006, increasing around 9% across the state.  Average 
farmland values in spring 2007 were reported to be:  
 
  Southern Lower Peninsula  Michigan 
Tiled field crop land  $3,123  $2,941 
Non-Tiled field crop land  $2,782  $2,513 
Sugar Beet land  $3,060  $2,987 
Irrigated land  $3,326  $3,084 
Fruit Trees  $6,680  $6,158 
 
The USDA reported in its “Agricultural Land Values and Cash Rents” that 
Michigan’s agricultural cropland prices increased over 14% during the 2006 calendar 
year to an average price of $3,450 per acre. The most recent data on land prices comes 
from the Federal Reserve Bank of Chicago report which found Michigan land prices 
increased 10% from October 1, 2006 to October 1, 2007. According to USDA statistics, 
the last time farmland values in Michigan experienced a year-to-year decline was January 
1987.  
 
Cash rent rates rose slightly for tiled and non-tiled cropland, but sugar beet and 
irrigated land remained almost unchanged.  Strong crop prices, which translate into 
strong returns on land, likely mean higher land rents in 2008.  Fifty-two percent of total 
crop acres were controlled through leasing arrangements, with 83% on a cash rent basis.  
Average Michigan cash rent levels in spring 2007 were: 
 
  Southern Lower Peninsula  Michigan 
Tiled field crop land  $101 per acre  $94 per acre 
Non-Tiled field crop land  $ 78 per acre  $69 per acre 
Sugar Beet land  $137 per acre  $136 per acre 
Irrigated land  $148 per acre  $136 per acre 
  
Additional details on land values and cash rents across the state are reported in 
Department of Agricultural Economics Reports that can be found on the web at 
www.aec.msu.edu/agecon/aecreports. 
  
Michigan farmland values are influenced by both the agriculture and non-
agriculture sectors. Michigan agriculture is very diverse, but major commodity crops, 
along with livestock, continue to play an important role in determining the value of 
farmland in many areas of the state. Strong crop prices for cash grain farmers and strong   6
milk prices for dairy farmers in 2007 helped push farmland values up. The earning 
potential for 2008 from crops and dairy suggests that producers could see record level 
profits, barring any weather or international events, putting further upward pressure on 
land prices. 
  
Increasing energy and oil prices will continue to be a major factor impacting 
agriculture profitability and could affect land prices.  However, the actual impacts are 
difficult to predict because, while higher energy costs increase the cost of production, 
they also increase the demand for bio-based fuel alternatives such as ethanol and bio-
diesel which could increase demand for agricultural outputs. 
 
The contribution of government payments towards net farm income and the 
reliance of farm profitability on these payments will also play a role in future land values.  
In other words, government payments affect how much profit farmers make from land, 
which, in turn, affects its value.  The current farm bill is expected to be renewed this year.  
Factors likely to influence the farm bill discussion include a tight federal budget, the 
climbing cost of the War in Iraq, and World Trade Organization (WTO) pressure to cut 
direct farm program payments.  
 
Interest rates also impact land values. The Federal Reserve decreased short-term 
interest rates by about 1% during 2007 with the Federal Funds Rate (which is used to 
index most short-term rates) ending the year at 4.25%.  In January 2008, the Federal 
Reserve decreased the Federal Funds Rate twice more, by 0.75% and 0.50%, in response 
to the turmoil in the financial housing markets and the slowing economy.  Long-term 
mortgage rates have also remained at historically low levels. Low interest rates boost the 
economy by lowering borrowing costs and encouraging consumers and businesses to 
spend. Thus, decreases in both short-term operating loans and long-term mortgages tend 
to increase the demand for land. 
 
Non-agricultural factors can also influence the value of agricultural land.  The 
2007 MSU survey found the average non-agricultural use value for undeveloped land in 
Michigan to be $9,516 per acre for residential development, $35,281 per acre for 
commercial/industrial development, and $3,566 per acre for recreational development.  
The relatively high value of land for non-agricultural uses tends to influence the value of 
farmland today simply due to the possibility that it might be developed at some point in 
the future. 
 
While the non-agricultural influences (e.g., off-farm income and development) 
have softened recently; there have been off-setting strengths in the crop and dairy sectors 
and continued historically low interest rates. Look for farmland prices in Michigan to 
continue their upward trend in 2008.  Of course, you can expect to see some regional 
variation in the growth rate of farmland values across Michigan, depending on which 
commodity provides the major source of income in a region as well as the strength of the 
local non-farm economy.  
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POLICY OUTLOOK 
David Schweikhardt and Sandra Batie 
 
As 2008 begins, the debate over the 2007 farm bill remains unsettled.  Both the 
House and the Senate have passed a first version of the bill, but a conference committee 
has not been appointed to resolve the differences in the two bills.  In addition, President 
Bush has indicated that he would veto either version of the bill on the grounds that 
neither address the budget limitations he has set for the bill, and neither address issues of 
U.S. compliance with its World Trade Organization (WTO) obligations.  In the 
meantime, the 2002 farm bill has been extended through March 2008 to provide time for 




Both the House and the Senate passed bills that contain provisions that are very 
similar to the 2002 farm bill.  For commodity programs, both bills retain the existing 
structure of target prices, direct payments, and marketing loans with Loan Deficiency 
Payments.  In most cases, the provisions are very similar to existing programs, but a few 
differences do exist between the administration’s (USDA) proposals and the House and 
Senate bills (Table 1). 
 
A new provision in both the House and Senate bills would provide a new form of 
commodity program payment that producers could choose instead of the target 
price/direct payment/loan rate payment system.  Under the House bill, producers may 
choose to receive a “revenue-based countercyclical payment” based on a national revenue 
trigger.  Under the House program, producers would receive a countercyclical payment if 
national-level crop revenue per acre were to fall below a target revenue for that program 
crop.  Under the Senate program, producers would receive a countercyclical revenue 
payment if state-level revenue per acre were to fall below a target revenue for that 
program crop.  The Senate program also includes a recourse loan program as well as a 
$15 per acre direct payment, regardless of crop. The House program would start in 2008, 
and the Senate program would start in 2010.  In both cases, producers would be required 
to make a one-time choice between the traditional payment system and the revenue-based 
countercyclical payment system for the life of the farm bill. 
 
Sugar and Dairy 
 
The Senate and House versions of the farm bill also have some difference in their 
provisions for the dairy and sugar programs. The administration’s farm bill proposal 
provided only very general language regarding the sugar program.  The House bill 
increases the loan rate for sugar beets from the existing 22.9 cents per pound to 23.5 cents 
per pound (an increase of about 3%), while the Senate version increases the loan rate on 
sugar cane to 19 cents per pound in 2012 with the loan rate for sugar beets set at 128.5% 
of the loan rate (the equivalent of about a 7% increase from the existing level).  Both the 
Senate and House bills replace the existing provisions for establishment of allotments 
with a provision that allotments may not be established at less than 85% of U.S. sugar   8
consumption.  In recent years, U.S. sugar production has been near this 85% level.  The 
House bill mandates that sugar forfeited to USDA under the loan rate program be sold to 
bioenergy processors, while the Senate bill provides USDA with the discretion to do so, 
but does not mandate the sale to processors. 
 
For the dairy program, the administration proposed, and both the House and 
Senate bill provide, the continuance of the milk price support at $9.90 per hundredweight.  
Similarly, all three continued the Milk Income Loss Contract (MILC) target price at the 
existing $16.94 level. The existing payment rate provides a payment for 34% of the 
difference between the target price and the market price.  The administration proposed 
that the payment rate be phased down to 20% by 2012.  The House bill retains the 
payment rate at 34%, while the Senate bill would raise the payment rate to 45%.  The 
Senate bill also increases the per farm payment cap to 4.15 million pounds from its 




Many conservation programs would be similar to existing programs under the 
House and Senate bill, but many of the most difficult issues to resolve are also in the 
conservation program title of the two bills.  Both bills reauthorize the Conservation 
Reserve Program (CRP) for land retirement at the current level of 39.2 million acres and 
permit the addition of selected new acreage to the CRP (in the Great Plains and 
Chesapeake Bay regions).  The House bill permits early termination of contracts if the 
land is transferred to a beginning or socially-disadvantaged farmer.  Both the House and 
Senate bills provide $1.9 billion per year in funding for the Wetlands Reserve Program 
(WRP).  The Senate version continues WRP enrollment at 250,000 acres per year, while 
the House version increases enrollment by 1.33 million acres during the life of the bill. 
The House bill creates a new Regional Water Enhancement Program (RWEP) to replace 
the Ground and Surface Water Conservation Program that is now a part of the 
Environmental Quality Incentives Program (EQIP). The Senate bill retains the existing 
program. 
 
For working lands, the House bill reauthorizes the EQIP and increases funding for 
the program by $1.9 billion per year.  The Senate version reauthorizes EQIP with the 
same level of funding. In a major difference between the two bills, the House version 
prohibits additional sign-ups for the Conservation Security Program (CSP) until the end 
of the bill’s life in 2012. The Senate version combines the CSP with some portions of 
EQIP and converts them into the Conservation Stewardship Incentives Program (CSIP).  




Programs for specialty crop producers are also included in the House and Senate 
versions of the farm bill.  Both versions retain the existing restriction on planting of fruits 
and vegetables on program base acreage.  The House bill does contain a provision 
creating a pilot program permitting producers in Indiana to plant 10,000 acres of program   9
base in processing tomatoes with a temporary reduction of their program base. The 
Senate version includes a similar pilot program permitting up to 10,000 program acres to 
be planted in any processing fruit or vegetable in each of seven states, including 
Michigan. 
 
The House version provides $365 million in funding for the specialty crop block 
grant program, which provides funding for state-level research and marketing programs 
on specialty crops, while the Senate version provides $270 million in funding for block 
grants.  In nutrition programs, both the House and Senate bills provide $190 to $206 
million per year in funding for the purchase of specialty crop products for the USDA 
nutrition programs. The bills also provide increased funding for the Fresh Fruit and 
Vegetable Program, with an additional $70 million per year in the House bill and an 
additional $110 million per year in the Senate version. Both bills also provide additional 
funding for farmers’ markets and for cost-sharing for state specialty crop inspection 
programs.  Both bills provide an increase in funding for technical assistance in removing 
or complying with technical barriers to trade in specialty crop products.  The House 
version provides $4 to 10 million in new funding per year, while the Senate provides $6.8 




Both bills reauthorize the PL 480 international food aid programs and maintain 
the existing minimum volume of assistance.  The Senate version provides a pilot program 
that would permit USDA to acquire food products from local (non-U.S.) sources for 
emergencies.  The Market Assistance Program (MAP) for export market development is 
reauthorized in both bills, with the House bill funding level ranging from $200 to $225 
million per year and the Senate bill ranging from $210 to $240 million per year. 
 
Country of Origin Labeling 
 
The 2002 farm bill required that retailers provide Country of Origin Labeling 
(COOL) for fresh meats, fresh produce, peanuts and seafood by 2004.  The 
implementation of COOL was delayed until 2008.  The House bill provides new 
requirements for meat labeling, one of the most controversial issues in the 2002 
implementation process.  Under the House bill, labels on meat will be determined by the 
following criteria: 
 
•  Meat with the label “U.S. Country of Origin” must be from animals born, 
raised, and slaughtered in the United States; 
•  Meat with the “Mixed Origin” label will be from animals that were not 
exclusively born, raised, and slaughtered in the United States and would name 
the countries where the animal was born, raised, or slaughtered; 
•  Meat with the “Imported Meat” label would name the country or countries 
where the animal was born, raised, and slaughtered;   10
•  Ground meat products would be labeled with a list of all countries from which 
the meat could be derived, but does not require a percentage of the product 
obtained from the various countries. 
 
The Senate version adopts the House language on meat, but also includes chicken 
in the COOL regulations. 
 
Conclusion: Where to From Here? 
 
Given similarities in the House and Senate versions of the 2007 farm bill, what 
are the issues that continue to delay the process?  First, the House version contains 
changes in tax laws that were included to raise about $7 billion in tax revenue to pay for 
the bill. These provisions were added to meet the “Pay-Go” budgeting requirement that 
the Democratic majority implemented to reduce the budget deficit. The addition of these 
provisions led several House Republicans to vote against the bill, portraying them as an 
increase in taxes, even though they supported many other provisions in the bill. Similarly, 
some members of the Senate contend the Senate version contains a number of budget 
provisions that are questionable tactics for paying for increased spending. 
 
Second, the differences in conservation programs are also a major hurdle in 
achieving a final bill.  The House version includes no new funding for the Conservation 
Security Program – indeed the House version prohibits the enrollment of any new 
acreage in CSP until after the life of this farm bill.  The Senate, which played a major role 
in designing and funding the CSP in 2002 as a “working lands” conservation program 
that would meet the needs of operating farms, provides much more funding the CSP.  
This difference will require major compromises to reach a final conclusion. 
 
Third, the administration’s original proposal was designed to be more compliant 
with the requirements of the World Trade Organization. This proposal included an 
elimination of the fruit and vegetable planting restriction, a major increase in 
conservation funding, and the replacement of the existing target price/direct payment 
program with a revenue-based payment program (similar to that offered as an option in 
both the House and Senate bills). President Bush has indicated he would veto the bill if 
the tax/budget issues and the WTO compliance issues are not addressed in the final bill. 
 
At the same time, political conditions could change rapidly in the coming weeks.  
In particular, if general economic conditions continue to erode, then it would be more 
likely that the tax provisions would be removed from the House version of the bill, 
thereby eliminating a major source of friction between the House and President Bush.  
Second, many congressional Republicans are likely to stress the urgency of passing a 
farm bill in preparation for the November elections. If so, the probability of a presidential 
veto would decrease.  Finally, history provides a useful example in considering the 
outcome of the current stalemate.  Debate over the 1996 farm bill began in 1995 and 
became the 1996 farm bill (“Freedom to Farm”) when President Clinton signed the final 
bill in April 1996.  Consequently, there may be strong reason to believe that the 2008 
farm bill will be completed in the coming weeks.   11
TABLE 1 
EXISTING AND PROPOSED FARM BILL 




Crop      Current  USDA   House   Senate 
Corn   $2.63   $2.63   $2.63   $2.63 
Soybeans  $5.80   $5.80   $6.10   $6.00 




Crop     Current  USDA       House Senate 
Corn    $0.28    $0.28-0.30     $0.28 $0.28 
Soybeans  $0.44    $0.47-0.50     $0.44 $0.44 
Wheat    $0.52    $0.52-0.56     $0.52 $0.52 
 
Maximum Loan Rates 
 
Crop      Current  USDA   House   Senate 
Corn   $1.95   $1.89   $1.95   $1.95 
Soybeans  $5.00   $4.92   $5.00   $5.00 











As uncertainty about the general economy continues to grow, the impact of that 
uncertainty on the agricultural sector could be an important factor in 2008.  One of the 
most important effects of the general economy on the agricultural sector operates through 
the exchange rate between the U.S. dollar and other currencies around the world.  Recent 
declines in the value of the dollar have the potential to affect many parts of the farm 
income outlook.  Because exchange rates affect both the prices of U.S. commodities for 
foreign buyers and the prices that U.S. farmers pay for imported inputs, both the revenue 
and the cost side of the income equation can be affected by exchange rates.  In order to 
monitor the potential impact of exchange rates on U.S. agriculture, it is important to 
understand both the causes and the consequences of changes in exchange rates. 
 
Exchange Rate Changes:  The Causes 
 
An exchange rate is simply the rate (price) at which the currency of one country 
can be traded for the currency of another country.  Such transactions are a necessary part 
of the international trade process.  A consumer who buys tofu made from Michigan 
soybeans, for example, pays in Japanese Yen, but the farmer in Michigan wants to be 
paid in U.S. dollars.  Somewhere between those two parties, someone must convert the 
consumer’s Yen into the farmer’s U.S. dollars.  That process of conversion is the 
exchange process, and the exchange process ultimately takes place in a currency market.  
Such a market has a set of prices, just as market has prices for the items traded in that 
market.  In the currency market, that price is the exchange rate and, like any price in any 
market, is the result of the interaction of the supply and demand of the items in that 
market – in this case, currencies. 
 
In thinking about the exchange market, there are five broad factors that affect 
supply and demand, and therefore price (exchange rate) for a currency in the exchange 
market. In examining these factors, we will consider the U.S. dollar as the currency in 
question. 
 
The first factor that can affect exchange rates is an increase in U.S. interest rates 
relative to the interest rates in another country.  As U.S. interest rates decline relative to 
the interest rates in another country, the U.S. dollar will depreciate (also called “decline,” 
“fell,” or is “weaker”).  This result will occur as fewer foreign investors demand dollars 
in order to buy U.S. assets. Because foreign investors expect to earn less on their 
investments in the United States, they will demand fewer dollars to buy those 
investments.  With a decrease in the demand for the dollar, the price of the dollar (its 
exchange rate) will decline.  Consequently, when United States interest rates decline, the 
U.S. dollar is likely to depreciate (decline) and will buy fewer units of the other country’s 
currency.  Similarly, when interest rates increase in the United States, foreign demand for 
the dollar will increase and the dollar will appreciate (or “rise,” or is “stronger”).  As a 
result, more foreign investors will demand dollars, the price of a dollar will increase, and 
the U.S. dollar will buy more units of the other country’s currency.  A recent example of   13
the effect of interest rates on exchange rates is the recent action of the Federal Reserve to 
reduce interest rates in the United States.  After the Federal Reserve began a series of 
interest rate cuts in 2007, the U.S. dollar has experienced a continued major depreciation 
against most other major currencies. 
 
A second factor in the determination of exchange rates is a country’s rate of 
inflation.  If a country experiences an increase in its inflation rate, foreign consumers will 
buy fewer goods from that country, thereby decreasing the demand for the currency of 
that country.  Thus, if the United States experiences an increase in its inflation rate, the 
U.S. dollar will depreciate and buy fewer units of the other country’s currency.  
Similarly, if the inflation rate in the United States decreases, the U.S. dollar will 
appreciate and buy more units of the other country’s currency. 
 
A third factor in the determination of exchange rates is a country’s rate of income 
growth. If a country’s consumers experience an increase in the rate of income growth, 
consumers will increase their demand for all goods – including imported goods.  To 
obtain those imported goods, that country’s consumers must increase the supply of their 
own currency to buy the currency of the exporting country.  In doing so, the exchange 
rate of the importing country will depreciate. Thus, if the United States experiences an 
increase in its income growth rate, the U.S. dollar will depreciate. Similarly, if the 
income growth rate in the United States decreases, the U.S. dollar will appreciate. 
 
A fourth factor in the determination of exchange rates is a wide range of 
psychological factors.  These factors can be rooted in many events – military conflicts, 
elections, political crises, investor and consumer confidence, and many more.  The 
common element in these factors is the degree of confidence that people have when 
holding the currency of each country.  If psychological factors lead people to have a 
strong confidence in the value of a currency, they are more likely to be willing to hold 
that currency for longer periods of time.  Consequently, the exchange rate of that 
currency will appreciate over what it would have been based on the first three factors.  
Conversely, when people have little confidence in the value of a currency, they will 
dispose of that currency as quickly as possible by spending or converting that currency 
into another currency.  As a result, the exchange rate of that currency will depreciate 
under what it would have been based on the first three factors.  
 
A final factor in the determination of exchange rates is direct government action 
in exchange markets.  While most countries permit some degree of flexibility in their 
exchange rates, some countries will buy and sell currencies in attempt to maintain its 
exchange rates at a fixed level.  For example, a country could announce that it was 
committed to maintaining a fixed exchange rate for its currency, regardless of the impact 
of these first four factors.  To do so, a country must stand ready to buy or sell in currency 
markets whenever the first four factors would ordinarily cause a change in its exchange 
rates.  A prominent example from the recent past was the Chinese government’s policy of 
maintaining its exchange rate at 8.35 Yuan per U.S. dollar.  In recent months, the Chinese 
government has permitted a gradual decline in its exchange rate (to fewer Yuan per   14
dollar), though many analysts believe that Chinese exchange rates are still subject to 
direct government action in exchange markets. 
 
Exchange Rate Changes: The Consequences 
 
Changes in exchange rates, alternatively known as change in the value of the U.S. 
dollar, have been a prominent topic in international business news in recent months.  As 
farmers consider the outlook for 2008, they should monitor developments in exchange 
markets and the resulting exchange rates that could affect both commodity prices and 
input costs. When the U.S. dollar appreciates, it makes U.S. products more expensive to 
foreign buyers and imports cheaper for U.S. consumers.  Thus, U.S. agricultural exports 
would become more expensive for foreign buyers and imported inputs become less 
expensive for U.S. farmers.  Conversely, when the U.S. dollar depreciates, U.S. farm 
products become less expensive for foreign consumers, and imported inputs become 
more expensive for U.S. farmers. 
 
To consider the impact of exchange rates on U.S. farmers, it is important to 
consider both long-term and short-term trends in exchange rates.  To measure the overall 
impact of exchange rates on trade, the USDA has developed a “trade-weighted exchange 
rate index.”  This index measures movement in all exchange rates and is weighted by 
each country’s share of the total agricultural exports of the United States.  During the past 
30 years, major changes in the exchange rate index have been followed by major changes 
in U.S. export volume, with decreases in U.S. agricultural exports following an 
appreciation of the U.S. dollar (causing the price to increase for foreign buyers) and 
decreases in U.S. agricultural exports following a depreciation of the U.S. dollar (causing 
the price to decrease for foreign buyers).  
 
For example, in 2000 the exchange rate index stood at 100 and U.S. agricultural 
exports reached approximately $51 billion.  By 2007, the exchange rate index had fallen 
(i.e., the U.S. dollar had depreciated) to 97.77 and U.S. agricultural exports had increased 
to a projected $81 billion.  This may seem like a small change in the exchange rate index, 
but the index tends to mask major changes in the exchange rates of individual countries. 
Since 2002, the U.S. dollar has fallen by 30% against the currencies of other developed 
countries, including the Canadian Dollar, the European Union Euro, and the Korean 
Won.  At the same time, the dollar is virtually unchanged against most Asian currencies, 
perhaps reflecting the willingness of those governments to take direct action in exchange 
markets to control their exchange rates, thereby maintaining export markets with the rest 
of the world. 
 
For an even better example of the importance of exchange rates, consider recent 
trends in U.S. grain prices and exports.  On the one hand, U.S. commodity prices have 
been at unusually high levels in recent years.  All other things held constant, we would 
expect the volume of U.S. grain exports to decrease as foreign buyers react to these 
higher prices.  Instead, the volume of U.S. corn, wheat and soybean exports have held 
remarkably steady and, in some cases, even increased in volume since 2004.  Many 
analysts credit this unexpected outcome, in large part, to the depreciation in the value of   15
the U.S. dollar against other major currencies.  In essence, while ethanol and other factors 
may be increasing commodity prices in the United States, the depreciation of the U.S. 
dollar is offsetting those increases, at least in part, for foreign buyers of U.S. grain. As a 
result, the existing commodity prices and farm income outlook are due, in large part, to 
changes in U.S. exchange rates. 
 
But it also must be recalled that a depreciation of the U.S. dollar will also result in 
higher prices for U.S. buyers of imported goods.  Thus, current trends in farm input 
prices can also be traced, in part, to the depreciation of the U.S. dollar.  While factors 
such as uncertainty in the Middle East or income growth in Asian countries are often 
cited as factors causing an increase in oil prices, the depreciation of the U.S. dollar also 
makes oil more expensive for U.S. buyers.  Thus, increases in the price of inputs such as 
fuel, chemicals, and fertilizers are, in part, due to the depreciation of the U.S. dollar. 
 
What is the outlook beyond 2008?  In a recent projection published by the USDA, 
the agricultural trade-weighted exchange rate index was projected to decrease from 97.77 
in 2007 to 95.07 in 2008 to 93.37 in 2011 before recovering to 97.75 by 2020.  This 
suggests that a weakening U.S. dollar is likely to continue supporting U.S. agricultural 
export volume in the near future.  At the same time, such a trend would suggest that input 
prices will continue increasing as well.  Furthermore, sudden changes in interest rates, 
recessions, or investor and consumer psychology could also affect exchange rates in an 
unexpected manner.   16





  Volatility; that is the most accurate way to describe the corn price forecast for 
2008, and probably several years into the future.   While a reasonable fundamental 
forecast will be made here, it would only take fairly small changes in the assumptions 
and/or what actually does occur to cause the price to drop a dollar or increase a dollar and 
a quarter.  The bigger surprises, the more the corn price could change from today.  This is 
due to the projected tight ending stock relative to use in the U.S, and the extremely tight 
world stocks, both now and projected.  On top of that, and due to that, the corn price is 
liable to jump all around throughout the year.  And, remember, we have had the five 
biggest U.S. corn crops over the past five years, 2003-04 through 2007-08, see Table 1.  
These high prices are demand driven. 
 
  We came into 2008 after harvesting the biggest U.S corn crop on record in the fall 
of 2007, almost 11% larger than the previous record set in 2004-05.   The record came 
from the most corn acres planted since WW II, up 19.7% from 2006-07, and the second 
highest corn yield on record.  As shown in the 2007-08 column of Table 1, when the 
record production is added to the beginning stocks, it gave us a record supply for 2007-
08.  And, we have $4.50-4.80 per bushel corn! 
 
  The high price means the market is worried we may not have enough to meet 
demand over the next few years.  The 87.6 million planted acres I project for 2008-09 is 
the minimum number of acres needed next year to meet projected needs, and that 
assumes a trend yield.  Given the high prices of soybeans and wheat, the market is 
bidding for enough planted corn acres in 2008. 
 
The biggest use of corn is for feed; corn used for feed to date for the 2007-08 
marketing year, and livestock numbers, indicate feed use will be up sharply this year as 
shown in Table 1.  The biggest cause for the increase is a large increase in corn fed to 
hogs; slaughter hogs are up about 4%.  Corn fed to cattle, poultry, and dairy will be up 
marginally.  Feed use per grain consuming animal unit is also running higher than a year 
ago.  I expect feed use to drop back off in 2008-09 as cattle numbers decline, the hog 
industry sustains losses, and even more distillers grain comes to the market. 
 
The next biggest use of corn is food, seed and industrial uses.  Uses other than for 
ethanol are expected to drop slightly, primarily due to a small drop off in corn used for 
HFCS.  However, corn used for ethanol is expected to grow over a billion gallons from 
2006-07 to 2007-08.  The growth in corn used for ethanol is expected to grow another 
700,000 bushels, to 3.9 billion bushels in 2008-09.  To meet that projection another 50, 
55million gallon plants would need to be built, or some combination of 55 million, 110 
million, and expansions at existing plants.  Some 2008-09 forecasts for corn used for 
ethanol are as high as 4.2 billion bushels; this would mean the need for more planted corn 
acres than mentioned above.  The lower returns to ethanol plants are slowing the rate of   17
expansion.  But the new federal rules, up to 15 million gallons of ethanol to be produced 
using corn by 2015, will keep the new plants coming. 
 
The rest of the world corn, and total coarse grain, crops were as large in 2007-08 
as 2006-07, the lowering of the world ending stocks is mostly due to strong demand.  
However, part of the increase in coarse grain feed use has been brought on by the short 
world wheat crop, in parts of the world a lot of wheat is fed.  It now appears the U.S. will 
export the most corn in over three decades.  The projections are for the U.S. to export 
2.45 billion bushels of corn, the most since we exported 2.4 billion in 1979.  As the world 
wheat crop recovers next year, and high grain prices bring both some expansion in 
production and slow expansion of use, I estimate the U.S. will export 2.1 billion bushels 
in 2008-09. 
 
The 2007-08 ending stocks are expected to be 1.438 billion bushels, 11.1% of use.  
While that, in itself, is not very tight, when you add in extremely tight projected world 
stocks, and the expected extremely tight ending stocks for 2008-09, it points to very high 
prices as indicated in Table 1.   So where does the “it easily could be a dollar higher or 
lower” come from?   Put 142 bushels per acre, the fifth highest U.S. yield ever, in the 
2008-09 column in place of the 153.3 bushels per acre trend yield, and you would have 
over $6.00 per bushel corn.  Substitute in the record 160 bushels per acre yield in the 
2008-09 column in place of the 153.3 bushels per acre trend yield, and another two 
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TABLE 1 
SUPPLY/DEMAND BALANCE SHEET FOR CORN  
    
                      
 Est.  Proj.  Hilker 
 02-03  03-04  04-05  05-06  06-07  07-08  08-09 
                      
(Million  Acres)          
Acres Planted  78.9 78.6 80.9 81.8 78.3 93.6  87.6
Acres Harvested  69.3 70.9 73.6 75.1 70.6 86.5  80.2
   Bu./Harvested Acre  129.3 142.2 160.4 148 149.1 151.1  153.3
                       
(Million  Bushels)         
Beginning Stocks  1596 1087 958 2114 1967 1304  1438
Production 8967 10089 11807 11114 10535 13074  12295
Imports 14 14 11 9 12 15  15
     Total Supply  10578 11190 12776 13237 12514 14393  13748
          
Use:          
   Feed and Residual  5563 5798 6158 6155 5598 5950  5625
   Food, Seed and Ind.  2340 2537 2686 2981 3488 4555  5280
      Ethanol for fuel  996 1168 1323 1603 2117 3200  3900
   Total Domestic  7903 8335 8844 9136 9086 10505  10905
   Exports  1588 1897 1818 2134 2125 2450  2100
      Total Use  9491 10232 10662 11270 11210 12955  13005
          
Ending Stocks  1087 958 2114 1967 1304 1438  743
Ending Stocks,                
   %of Use  11.5 9.4 19.8 17.5 11.6 11.1  5.7
          
U.S. Loan Rate  $1.98 $1.98 $1.95 $1.95 $1.95 $1.95 $1.95
U.S. Season Average             
   Farm Price, $/Bu.  $2.32 $2.42 $2.06 $2.00 $3.04 $4.00 $4.20
                       
Source:  USDA and Jim Hilker.  (02 - 02- 08)         
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Wheat 
 
In some ways, the wheat situation resembles corn; in other ways, it does not.  
Prices are high due to extremely tight U.S. and world stocks; in that way, the situation for 
corn and wheat are the same.  The difference is how we got there.  An important part 
would be the strong world demand we’ve seen over the past five years due to raising 
world incomes.  However, short crops both in the U.S. and the world the past two crop 
years have played a big role in the tight world stocks, therefore a normal world crop this 
year will make a big difference.  Wheat is still going to have to bid for acres due to high 
prices of other crops, so in that sense the situation is the same. 
 
  The U.S. has had below trend wheat yields the past two years; first a bad drought 
in the hard red winter wheat areas, and then too much water in the same areas in 2007.  
Now they need moisture again in the Plains in order to have a good 2008 wheat crop.  
And then we look at the world situation, with Australia having two very poor wheat crops 
in a row.  World wheat ending stocks were already working their way down even in 
2005-06, when the world had a good wheat crop.  World ending stocks are expected to be 
the lowest since the 1970’s in 2007-08, and due to world use being so much higher now, 
the world wheat stocks-to-use ratio is historically low.  Even with trend world wheat 
yields in 2008-09, world stocks will remain relatively tight. 
 
  As shown in Table 2, wheat for food use has been going up since 2003-04.  
Before 2003-04 wheat food use had been dropping as we moved toward low carb, high 
protein diets.  Well, the data shows we are back on carbs, and it is unclear if we moved 
away from high protein, although we are no longer trending that way.  As shown, I 
expect wheat for food use to continue its climb in 2008-09, but 2008-09 wheat for seed 
use is expected to drop off a bit as 2009-10 wheat seeding are expected to drop off. 
 
  Exports have jumped dramatically this year (2007-08), and are projected to be up 
almost 30% from 2006-07, due to the short world wheat crop and continued strong world 
demand.  I expect U.S. wheat exports to drop off a little in 2008-09 as world wheat 
production recovers, but the world will still need our wheat with stocks being so low.  All 
bets are off the table if the world suffers another even a marginally poor wheat crop. 
 
  So how many more acres of wheat will the U.S. plant for the 2008-09 crop year?  
A USDA survey showed winter wheat producers had planted 46.6 million acres, up 3.6%, 
1.6 million more acres than last year.  But the increase was in soft red winter wheat at 
10.5 million acres, up 21%, the hard red winter wheat acres were actually down 1% at 
32.5 million acres.  Michigan is said to have planted 780,000 acres, up 39% from the 
560,000 planted for 2007, but up 18% from our more normal 660,000 acres. 
 
  In the Balance Sheet for 2008-09, shown below in Table 2, I show total planted 
wheat acres to be up 2.2 million.  I am projecting spring wheat planted acres will be up 
600,000 acres, 4%.  Using a trend yield of 42.2, expected 2008 wheat production would 
be up 9.4%.  And, while projected ending stocks for 2008-09 will increase significantly 
from 2007-08, they will still be significantly below previous years, as shown on Table 2.    20
Thus, we will continue to have historically high wheat prices.  And like corn, even small 
changes from expectations could send wheat prices flying in either direction.   21
TABLE 2 
SUPPLY/DEMAND BALANCE SHEET FOR WHEAT 
 
                    
       Est.  Proj.  Hilker 
  03 - 04  04 - 05  05 - 06  06 - 07  07- 08  08- 09 
                    
(Million  Acres)         
Acres Planted  62.1 59.7 57.2 57.3 60.4  62.6
Acres Harvested  53.1 50.0 50.1 46.8 51.0  53.6
   Bu./Harvested 
Acre 44.2 43.2 42.0 38.7 40.5  42.2
                    
(Million  Bushels)         
Beginning Stocks  491 546 540 571 456  292
Production 2345 2158 2105 1812 2067  2261
Imports 68 71 82 122 90  100
     Total Supply  2904 2775 2727 2505 2613  2653
U s e :          
Food 907 910 915 934 945  955
Seed 80 78 78 81 86  82
Feed and Residual  212 182 160 125 115  165
      Total Domestic  1194 1169 1152 1141 1146  1202
   Exports  1159 1066 1003 909 1175  1100
      Total Use  2353 2235 2155 2049 2321  2302
         
Ending Stocks  546 540 571 456 292  351
Ending  Stocks,           
   %of Use  23.2 24.2 26.5 22.2 12.6  15.2
         
U.S. Loan Rate  $2.80 $2.75 $2.75 $2.75 $2.75  $2.75
                    
U.S. Season 
Average         
   U.S.  $/Bu.  $3.40 $3.40 $3.42 $4.26 $6.65  $6.40
   Michigan  $/Bu.  $3.35 $2.95 $3.05 $3.40 $5.30  $5.80
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Soybeans 
 
  The soybean situation is somewhere between wheat and corn.  We still have 
strong demand, and the rest of the world had a huge 2007-08 soybean crop, but add in the 
U.S., and world production was down.  However, world production was down almost 
solely because of fewer acres planted to soybeans in the U.S., versus poor yields like with 
wheat, although the U.S. yield was slightly below trend.   While the world will plant 
enough soybeans in 2008 to keep world stocks reasonable with trend yield, there will not 
be enough soybean acres planted to offset a poor world yield in the 2008-09 crop year.  
World soybean ending stocks will very likely continue to drop. 
 
  In response to high corn prices relative to soybean prices in the spring of 2007, 
U.S. producers planted 11.9 million less acres of soybeans, 15.7%, as they switched a lot 
of acres to corn as previously discussed.  However, as shown below in Table 3, total 
supplies were still the fourth largest on record as we came in with massive beginning 
stocks (574 million bushels).  And, it’s a good thing we did, because we will be leaving 
the 2007-08 marketing year with a very tight, 175 million bushels, ending stocks. 
 
  Crush demand has continued to be strong even with the extra DDGS’s and the 
higher protein content versus corn, as livestock use of soy meal grew.  Exports have been 
very strong to date, but will drop off sharply and be down for the year once the South 
American crop comes on line, we just won’t have any more to export.  Total use will be 
down some, but not nearly as much as production, thus the small 2007-08 ending stocks 
(see Table 3). 
 
  In order to have even marginal ending stocks next year, 2008-09, we need to plant 
six million more acres and have a trend yield, i.e., the Hilker projection in Table 3.  The 
question is will we get these acres?  And that is where soybeans jump into the fight for 
planted acres with corn and wheat.  Today’s new crop corn and soybean bids suggest 
returns per acre will be higher for soybeans than corn in Michigan, but it is a toss up over 
much of the Corn Belt.  
 
I project 2008-09 crush will stay about even, as high prices ration meal a bit.  And 
2008-09 exports are expected to be down marginally again as we just won’t have them.  
South America will likely be able to more than make up for it.  And, given I expect world 
demand to keep growing, they’ll need to. 
 
  As you can see in Table 3, I expect 2008-09 ending stocks to remain low.  And 
with a stocks-to-use ratio of 6.2%, I expect prices to average around $10.00.  Why are 
they higher now?  They need to be higher to get acres, world yield may not come 
through, and I may just be wrong.   23
TABLE 3 
SUPPLY/DEMAND BALANCE SHEET FOR SOYBEANS 
 
                       
       Est.  Proj.  Hilker 
  02-03 03-04 04-05 05-06 06-07 07-08 08-09 
                       
(Million  Acres)         
Acres Planted  74 73.4 75.2 72 75.5  63.6  69.7
Acres Harvested  72.5 72.3 74.0 71.3 74.6  62.8  68.8
   Bu./Harvested Acre  38 33.9 42.2 43 42.7  41.2  42.4
                       
(Million  Bushels)         
Beginning Stocks  208 178 112 256 449  574  175
Production 2756 2454 3124 3063 3188  2585  2917
I m p o r t s  56639   6   4
     Total Supply  2969 2638 3242 3322 3647  3165  3096
         
U s e :          
Crushings 1615 1530 1696 1739 1806  1830  1825
Exports 1045 885 1097 940 1118  995  940
Seed and Residual  131 111 193 194 148  165  150
      Total Use  2791 2526 2986 2873 3073  2990  2915
         
Ending Stocks  178 112 256 449 574  175  180
Ending  Stocks,           
   %of Use  6.4 4.4 8.6 15.6 18.7  5.8  6.2
         
U.S. Loan Rate  $5.00 $5.00 $5.00 $5.00 $5.00 $5.00 $5.00
                       
U.S.  Season  Average        
   Farm Price, $/Bu.  $5.53 $7.34 $5.74 $5.66 $6.43 $10.40  $9.95
                       
Source:  USDA and Jim Hilker.  (02 - 02 - 08)         
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2008 DAIRY OUTLOOK 
Christopher Wolf 
 
2007 marked the highest milk prices on record, with U.S. all milk price averaging 
$19.15 per cwt.  Michigan averaged $19.71 per cwt. in all milk price.  U.S. milk 
production was up 2.l% in 2007 over 2006 with a total of 185.6 billion pounds from 
9.153 million milk cows.  California led the way with an increase of 4.5% from 46,000 
more cows.  Idaho increased production by 8.2% fueled by a herd increase of 27,000 
cows.  For its part, Michigan showed the strongest growth in the Upper Midwest and 
Northeast areas of the country with 5.3% more milk from 19,000 more cows. In fact, 
Michigan has added 45,000 cows since mid 2004. 
 
In past years, we looked for a milk-to-feed price ratio of about 3.0. With the very 
high milk prices of 2007, that price ratio led to an income over feed cost of about $14.00 
per cwt.  In other words, there was money to be made last year, even with relatively 
expensive feed.  U.S. and world stocks of corn, soybeans, and wheat remain very tight, 
and prices for the next year are high.  With milk prices dropping off, the income over 
feed costs will decline and producers that are purchasing feed grains will be squeezed.  
When the squeeze hurts enough, some herds will exit and milk supply with shift back 
leading to a higher milk price. However, this supply shift can take quite a while to 
happen. 
 
Cooperatives Working Together recently announced that bred heifers would be 
part of the next herd removal.  The previous four rounds only purchased cows that were 
already in the milking herd.  While not announcing a fifth round, it was hinted at.  The 
new farm bill, if it happens, will likely be more of the same on the dairy side. 
 
The effects of discontinuing rbST use will be part of the dynamic in Michigan this 
year.  Farms that were using rbST with on cows in extended lactations may see a 
precipitous decline in milk production.  If those cows in extended lactation are not 
pregnant, or not far along in gestation, we will see increased culling and asset losses on 
those cows that might otherwise have been kept.  Many other regions which came off of 
rbST did so last year in a period of increasing milk price and increased milk production.  
Michigan, and a large portion of the Eastern U.S., is not so fortunate this year. 
 
The market seems to be concerned about two factors with respect to milk price: 
butter stocks and recession.  Both have implications for cheese.  Butter stocks finished 
2007 43% higher than the end of 2006.  Weakening butter prices will drive more milk 
into cheese production and lower price.  The recession, or perhaps the expectation of one, 
may lead to less meals consumed away from home.  The U.S. now consumes more 
cheese away from home than at home and this could hurt cheese consumption.  These 
factors have contributed to a drop off of $0.30 per pound in cash cheese prices in January 
2008 which, in turn, dropped Class III futures about $3.00 per cwt.   
  
International markets have become important for U.S. dairy producers as strong 
world demand, a weak U.S. dollar, and a drop off in some competitor’s (e.g., Australia)   25
milk production conspired to make U.S. dairy products very competitive.  Those outlets 
should be important in the coming year for U.S. dairy commodities.  However, the U.S. 
system is currently set up to pay the most attention to the domestic fluid market and will 
respond primarily to those signals. 
 
As of this writing, the futures market has an average of $16.72 per cwt. for Class 
III prices in 2008.  This would translate to a $17.50-$18.00 per cwt. all milk price for 
Michigan.  With $4.00 per bushel corn, $9.60 per bushel soybeans, and $120 per ton hay 
(which are in line with 2008 projections), a $17.50 per cwt. all milk price translates to a 
milk-to-feed price ratio of 2.37 which is, historically speaking, quite low.  However, 
those values translate to an income over feed cost of about $10 per cwt. which is near the 
historic average.   
 
With the best information available suggesting that higher corn and soybean costs 
are here for the foreseeable future, making money producing milk will depend more than 
ever on opportunistic feed purchases to control costs. 
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  After starting January off with record hog slaughter numbers and terrible prices, it 
appears the hog prices will quickly move back into the $38-42 per cwt. range as we move 
through the first quarter.  Pork production is expected to be up 6-9%, year to year, in the 
first quarter of 2008 after being up 9.6% in the fourth quarter of 2007.  A significant 
problem is cost of production has risen to $49-52 per cwt., after spending years closer to 
$40 per cwt.  And, while most all of the analyst fundamental quarterly live equivalent 51-
52% lean forecasts keep hog prices below $50 per cwt. throughout 2008, the futures 
market projects live equivalent prices over $50 the last three quarters.  The price forecasts 
given below are in live equivalent 51-52% lean terms.  Terminal market barrow and gilt 
prices may be $2-5 lower.  On the positive side, pork demand, including growing exports, 
is expected to stay strong. 
 
  Second quarter pork production is expected to be up 3-5% and prices average 
$45-47 per cwt.  Third quarter pork production is expected to grow around 5%, this will 
bring average third quarter prices $44-47 per cwt.  Fourth quarter production is expected 
to be near the 2007 level, but remember, fourth quarter 2007 slaughter was massive.  




  The January 1, 2008 USDA Cattle Inventory Report, released February 1, showed 
total cattle and calves at essentially the same level as last year.  However, there has been 
some redistribution in the numbers.  Beef cow numbers are down 1%, and beef cow 
replacements are down 4%, holding up the expansion that just began a couple of years 
ago.  Calf prices have been high enough that you would have expected the expansion to 
continue; the problem is we have had a severe drought in at least one of the large cow-
calf areas every year.  This past year the Southeast was nailed.  Milk cow numbers are up 
1%, and milk cow replacements are up 3%.   
 
  The 2007 calf crop was marginally smaller, down 0.4%, than the 2006 calf crop.  
Most other categories were, other than calves under 500 pounds being down 1%, were the 
same as a year ago, including cattle on feed.  The bottom line is that there will be 
marginally fewer feeder cattle available this year when you total up other heifers, steers 
over 500 pounds, and calves under 500 pounds. 
 
  Beef production is expected to be about the same levels as a year ago for the first 
three quarters of 2008.  Fourth quarter production is expected to be the same to off 1%. 
 
  In the first quarter of 2008 choice steer prices are expected to average $92-94 per 
cwt., 700-800 pound feeder steers $89-100 per cwt., and 500-600 pound feeder calves 
$109-112 per cwt.  In the second quarter choice steer prices are expected to average $93-  27
96 per cwt, 700-800 pound feeder steers $101-104 per cwt., and 500-600 pound feeder 
calves $114-119 per cwt.  In the third quarter, choice steer prices are expected to average 
$88-92 per cwt., 700-800 pound feeder steers $104-108 per cwt., and 500-600 pound 
feeder calves $113-118 per cwt.  And, in the fourth quarter, choice steer prices are 
expected to average $90-95 per cwt, 700-800 pound feeder steers $100-109 per cwt., and 
500-600 pound feeder calves $104-114per cwt. 
 
 
 